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ABSTRACT

Despite decades of financial support from international organizations, third world countries nevertheless
face ongoing development issues. The initial goal of the Bretton Woods institutions, the World Bank and
the International Monetary Fund (IMF), was to advance economic stability and growth on a worldwide
scale. Their programs and policies, however, have frequently come under fire for escalating poverty,
strengthening dependency, and putting donor interests ahead of recipient needs. As a result, this study
assesses how the IMF and World Bank have influenced the development paths of Third World nations
and considers how much their policies have aided or impeded economic expansion. In order to find trends
in these institutions' activities, the study examined secondary literature, including academic publications,
institutional reports, and policy papers, using a qualitative content analysis methodology. The IMF offers
financial support to stabilize economies that are experiencing balance of payments crises, but its structural
adjustment programs often impose labor reforms, trade liberalization, and austerity measures that
disproportionately hurt the poor, according to the findings. Similar to this, World Bank interventions
frequently serve the interests of multinational firms and strengthen economic dependency even if they are
presented as developmental support. Additionally, there is evidence that loan conditionalities weaken
national sovereignty, cut down on social spending, and prolong debt cycles. According to the study, Third
World nations should look for alternative frameworks for development funding that put local realities
ahead of donor-driven recommendations. Reliance on Bretton Woods institutions can be decreased by
utilizing emerging organizations like the New Development Bank and regional financial entities. In the
end, policies that prioritize justice, openness, and local control over the development process are
necessary for sustainable development.

Keywords: Development, third world, IMF, World Bank, trade, economy

INTRODUCTION

To promote the orderly growth of the global economy in the years following World War 11, the Bretton
Woods institutions: the World Bank and the IMF, were established (Camdessus, 2018). The World Bank
was to finance development and rebuilding projects, while the IMF was to supervise the new international
monetary system with an adjustable peg tied to gold. Their roles have changed significantly over the past
fifty years in response to shifts in the prevailing economic theories and economic reality. They have also
had a significant role in forming the modern world (Eichengreen, 2012).

The main states negotiated the institutional framework for the postwar global economic order during the
1944 Bretton Woods Conference, which gave rise to the Bretton Woods institutions. The Bretton Woods
institutions have undergone constant modification in response to shifting economic conditions, and they
are now very different from their original form. The massive expansion of capital markets and the rise in
cross-border capital mobility were the single most significant factors in this process (Camdessus, 2018).
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Three components made up the Bretton Woods system. The US dollar was a major factor in the
introduction of the adjustable peg system. In order to preserve a fixed parity to gold, the rates of other
currencies would be linked to the dollar, with little variation in the pegged rates. To avoid the kind of
disruptive financial flows that were observed in the interwar years, capital controls that had been put in
place during the war were permitted to stay in place (Crook, 2011). Equipped with financial resources and
surveillance capabilities, the IMF was established to supervise this new monetary system. Only with the
IMF's agreement may the exchange rates be changed when "fundamental disequilibria” arose. The IMF
would finance member nations who are having balance of payments issues in the event of transitory
disequilibrium so that balance of payments adjustments can be made without the need for import bans or
unduly deflationary policies. A liberal trade system was intended to be based on this monetary and
financial arrangement (Crook, 2011).

The General Agreement on Tariffs and Trade (GATT) took the place of the International Trade
Organization (ITO), which was supposed to regulate international trade. The IBRD was intended to give
longer-term financing for investment in profitable ventures, whereas the IMF was intended to offer short-
term balance of payments assistance. With the addition of the IFC in 1956, IDA in 1960, ICSID in 1966,
and MIGA in 1988, the IBRD expanded into the World Bank Group. The World Bank has become as
significant as the IMF, despite being practically an afterthought when it was first established (Crook,
2011). The Bank's role was to act as a middleman between governments in need of funding for
development and rebuilding projects and the capital market. Even though it lends to nations who are
either unable to borrow on the market or can only borrow at significantly higher rates, the Bank is able to
raise money at relatively favorable rates on the capital market thanks to the member governments'
uncalled portion of its capital. Established in 1960, IDA uses subsidies from wealthy capital-exporting
member governments to supply low-income developing nations with concessional loans (Helleiner,
2016). With the exception of a large portion of Africa and some regions of Asia, the quarter century after
the establishment of the Bretton Woods institutions saw the greatest wealth in human history and is
rightfully known as the Golden Age. This time frame also aligns with the Bretton Woods monetary
system's demise, which came to an end in 1973 when the major currencies switched to flexible exchange
rates. However, it would be incorrect to attribute the Golden Age's achievements primarily to the Bretton
Woods institutions' effective functioning. Given the significant technological divide between the leader
and follows as well as the sophisticated social skills in many of the follower nations, the circumstances
for rapid expansion through catching-up were set at the end of World War 1l (Abramovitz, 2006).

All that was required to achieve these potentials were international institutions for trade expansion and
financial stability as well as home institutions for capital accumulation. The domestic institutions were
supported by the social compromise between capital and labor based on collective bargaining and the
welfare state, while the international institutions were met by the Bretton Woods institutions with
assistance from the US's hegemonic leadership and other organizations such as the EPU. Therefore, the
Golden Age was built up of more than only the Bretton Woods institutions. Furthermore, the stability of
the economic climate at the time was largely responsible for their comparatively seamless operation
(Eichengreen, 2012). Notwithstanding these limitations, it is important to remember that they helped
progress financial stability and free commerce among developed nations while providing emerging
nations with an opportunity to participate in the expanding global economy.

The establishment of organizations like the Marshall Plan and the European Payment Union, which
complemented the roles of the Bretton Woods institutions, is one example of how the system's
institutional flexibility contributed to its success. In the 1960s, the IMF began to focus more on
developing nations after the European Union assisted the European nations in achieving currency
convertibility. The establishment of SDRs in 1969 as a solution to the global liquidity crisis was another
significant innovation. The Triffin's dilemma—the tension between the stability of the US balance of
payments and the proper availability of international liquidity—was one of the fundamental problems
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with the Bretton Woods system that resulted from the imbalance between the US dollar and other
currencies.
This issue was addressed by the creation of SDRs, but because of disagreements over how to distribute
them, it was "too little, too late" to stop the Bretton Woods system from collapsing in the end.
Additionally, the IBRD turned its focus from reconstruction to development. For an institutional
examination of the Golden Age, Marglin (2010) pointed out that the IDA was founded in 1960 to offer
concessional loans to underdeveloped nations with low creditworthiness. It was a step to address the
demands of newly independent nations in Africa and other regions while also rebuffing the calls of
developing nations for a UN-sponsored soft-loan or grant agency (Camdessus, 2018). Additionally, there
was a significant change in the World Bank's operations. Prior to diversifying into social projects and
financing policy reforms, the Bank's aid was mostly used to finance infrastructure projects, with two
thirds of the funds going to transportation and electric power during the first 20 years of the Bank's
existence. In light of this, the study looked into how the World Bank and IMF contribute to the
development issues that third-world nations face.
Objectives of the Study
The aim of the study is to evaluate the challenges of development in third world countries with significant
interest in the roles of the IMF and World Bank. Specifically, the study evaluated the following:

1. Examined the development challenges in third world countries vis-a-vis the role of IMF and

World Bank
2. Explore possible alternatives to development for third world countries away from current reliance
on IMF and World Bank

METHODOLOGY

This study is a qualitative content analysis of secondary data. The qualitative content analysis provides for
the review of existing document on related subject matter with the aim of deducing meaning, ideas and
patterns that provide clear understanding of phenomenon under study. This chosen method availed the
study the chance at exploring a large pool of research data base on the subject of study.

LITERATURE REVIEW

Role of IMF in Third World Development

The IMF helps nations create and sustain robust economies by promoting global macroeconomic and
financial stability, offering policy recommendations, and supporting capacity development. To assist
nations that are having trouble meeting their international payment obligations and managing their
balance of payments, the IMF offers short- and medium-term loans. Quota contributions from IMF
members are the primary source of funding for its loans.

However, the International Monetary Fund (IMF) has insisted that it is dedicated to reducing poverty in
the developing world, particularly with regard to developing economies. The IMF has demonstrated its
interest in reducing poverty (IMF, 2021) by offering low-income nations concessional financial help
through the Poverty Reduction and Growth Trust. For these countries, reducing poverty is a key
component of improving development. The Fund's concern for those most at risk of financial difficulty is
further evidenced by its recent support of fiscal stimulus measures to safeguard lives and livelihoods
against COVID-19 (Fiscal Monitor, 2020). The IMF asserts that its programs aim to accomplish poverty
reduction and growth, despite the fact that it is not a unitary actor and that its management, research
department, and staff may hold differing opinions on how to best address poverty through financing
programs (IMF, 2021).

Since the 1980s, debt crises and capital shortages have raised demand for IMF services, which has led to a
great deal of interest in the IMF's impact on development in the developing countries (Vreeland, 2013a).
Debate over the terms that borrowing nations agree to in their Letters of Intent has also been triggered by
the increasing demand for IMF resources (Babb, 2016; Vreeland, 2013b). While some contend that loan
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conditionality programs raise income standards and economic growth for borrowers (Atoyan & Conway,
2016), or that they help the poorest nations (Bird & Rowlands, 2016) or long-term fund users, others
accuse IMF programs of slowing growth and delaying recovery for years (Blyth, 2013).

Politics also has an impact on IMF loan terms, according to a number of studies (Garuda, 2020; Pastor,
2017). Many studies show that IMF loans continue to hurt borrower governments, even if the IMF
seemed to address the critiques and started borrower "ownership” programs in the 2000s (Bird &
Rowlands, 2016: 12) (Stubbs & Kentikelenis, 2018). What impact does the IMF have on development in
the developing world, considering the fund's issues and the economic outcomes in borrowing states?

The impact of IMF programs on development, and specifically poverty, has been the subject of
conflicting findings in the literature. According to certain research, IMF loan agreements lead to a rise in
poverty. For instance, Pastor (2017) demonstrates how involvement in IMF programs exacerbates income
disparities, particularly for the working class and the poor, which may lead to an increase in poverty rates.
Similar to this, Garuda (2020) notes that income distribution has gotten worse, but mainly in nations
where external imbalances were substantial before IMF programs. Others point to more conflicting
findings about poverty and the IMF. According to Oberdabernig (2013), IMF loans only increase poverty
for the first two years of a fund program. Easterly (2019) demonstrated that IMF programs reduce
poverty's growth elasticity, which means that "economic contractions hurt the poor less, but economic
expansions benefit the poor less under structural adjustment.” Although Hajro and Joseph (2019)
demonstrated that fund programs have no discernible direct influence on poverty, Lang (2021) noted that
IMF concessional agreements have no appreciable effects on the poverty rate.

The impact of IMF loan arrangements on policy areas that have an indirect impact on poverty rates is
examined in other studies. For instance, public sector changes under a fund arrangement drastically cut
down on government spending on public sector pay, according to Rickard and Caraway (2019). In a
similar vein, Stubbs and Kentikelenis (2018) contend that the use of conditionality gives global financial
organizations, such as the World Bank and IMF, significant policy influence on the social spending of
borrower governments. According to Forster et al. (2019), fiscal policy reforms that restrict government
spending, require trade and capital account liberalization, financial sector reforms, and foreign debt have
a negative impact on distribution. They show that while debt-related problems reduce the income share of
the bottom quintile, gains in the top income drive the distributional effects. Finally, structural adjustment
measures linked to labor market reforms increase newborn mortality and decrease access to the health
system, according to Forster et al. (2020).

Additionally, labor reforms are likely to make poverty worse. According to earlier studies, a more flexible
labor market makes it easier to hire and fire employees and reduce the pay of lower-skilled workers
(Rudra, 2002). Poverty is exacerbated by unemployment, but those living on the fringes also suffer
greatly from the decline in lower-skilled workers' salaries. Rickard and Caraway (2019), who discover
that IMF public sector conditions reduce government spending on public sector wages, which contributes
to higher poverty rates, are in agreement with our labor reform expectations. Furthermore, a more flexible
workforce tends to follow pension and social security reforms, which puts the more disadvantaged
workers at risk of becoming impoverished.

Poverty is also impacted by institutional and trade developments. Since the shift from manufacturing for
domestic consumers to the global market and competition for subsistence farmers leads to employment
losses, particularly for the poor, trade is given a lot of attention (Frieden, 2017). Opening markets benefits
the wealthy at the expense of the poor, in contrast to the Heckscher—Ohlin model, which holds that
emerging nations with a large supply of unskilled labor gain from increased trade (Reuveny & Li, 2013).
Furthermore, promoting free trade zones and lowering import taxes and tariffs reduces the amount of
money the government has available to help the underprivileged. Price increases for all consumers result
from the removal of government-subsidized price limits, which are likewise linked to freer trade;
nonetheless, the poor are disproportionately affected by these price increases (Manzetti, 2019). The
interests of a powerful minority are also typically protected by the enforcement of property rights
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(Amendola et al. 2013). For instance, the enforcement of property rights as part of the free trade
agreement in Chiapas, Mexico, necessitated the decampment of common land, which pushed many
people into the informal economy, increasing their vulnerability to exploitation and raising the possibility
of greater rates of poverty. Workers in the informal sector are more likely to be poor because they have
less access to government retirement and social spending programs (Kus, 2020).

Structuralism-related fiscal and financial changes, which the IMF occasionally classifies as stabilization
measures, are typically linked to the establishment of institutions and regulations. In order to limit lending
from banks with a high percentage of bad loans, encourage international practices, and support central
bank independence, financial reforms usually enforce compliance and designate international auditors.
Fiscal reforms typically support legislation pertaining to fiscal responsibility, create treasury department
functions, verify monthly payrolls, and keep an eye on local governments' spending. These measures don't
seem to directly affect poverty like other structural initiatives do. As government funds are used for their
intended purposes rather than to support political allies, the policies may actually aid in the reduction of
corruption, which could indirectly benefit the impoverished.

To attain macroeconomic stabilization, stabilization policies, as opposed to structural changes, usually
involve actions that lower government spending, the money supply, and both external and domestic debt
(Bird & Rowlands, 2016: 40; IMF, 2016). In contrast to structural changes, governments implementing
stabilization measures typically have a variety of options to satisfy IMF requirements that are less likely
to violate borrower sovereignty (Reinsberg et al., 2019a).

First, as emerging nations implement austerity measures to combat inflation, debt arrears, and fiscal
imbalances, government spending cuts (i.e., fiscal concerns) may make poverty worse. Poorer households
suffer the most from lower social program spending (Stubbs & Kentikelenis, 2018). But social spending
doesn't have to decline to the point where a large number of people fall into poverty. "Stabilization
conditions do not oblige governments to enact specific reforms but leave them with some discretion in
how to achieve economic policy objectives,” as stated by Reinsberg et al. (2019a: 1232). Because the
poor make up a significant section of the population, borrower countries are also politically motivated to
avoid enacting fiscal consolidation policies that significantly worsen poverty, particularly during election
years (Hibscher et al., 2020) (Geddes, 2014).

The Role of World Bank's in Third World Development

By offering financial and technical assistance to nations implementing projects or reforms like
constructing schools, supplying water and electricity, combating disease, and safeguarding the
environment, the World Bank encourages long-term economic growth and the eradication of poverty. The
World Bank provides long-term support that is financed by bond issuance and contributions from member
nations. The most significant so-called development assistance organization, the World Bank, gives Third
World governments billions of dollars every year, supposedly to "develop™ their economies through
various loan initiatives (Feder, 2016). At the expense of the Third World, and especially at the expense of
the rural and urban proletariat, the Bank is the ideal tool to assist (i.e., subsidize) the big transnational
corporations from the industrial countries in expanding their financial, commercial, and industrial
activities there (Feder, 2016).

Every year, the World Bank provides third-world governments with billions of dollars in loan projects,
ostensibly to help them grow their economies. According to Payer (2012), the loans actually helped
transnational businesses from industrialized nations develop their financial, commercial, and industrial
operations in the third world. In the third world, capitalism has increased life expectancy, reduced infant
mortality, and brought forth technological advancements. However, it has also led to a rise in other issues
and a fast population expansion. For the impoverished, access to food, water, healthcare, sanitary
facilities, and shelter is becoming increasingly limited. The World Bank has strengthened the operations
of transnational businesses, particularly the major transnational banks, and expanded capitalism in the
third world by using its substantial resources, which are distributed to its member nations on an annual
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basis and on an expanding scale. Due to the massive debt load from all of the World Bank’s lending
initiatives, many developing economies are struggling (Payer, 2012).

Along with other international economic organizations, the globe Bank is viewed by scholars as an
instrument of imperialism that upholds the values and interests of wealthy Western nations while
extending their hegemony over the rest of the globe. Kakonen (2015) claims that the bank replicated the
dominance-dependence structure and provided various services to the imperialist nations in the post-war
era. It made it possible for foreign investors to readily and safely penetrate developing nations' investment
fields. It also made it easier for their private money to enter the global market. To guarantee access to the
raw commodities and infrastructure that the imperialists, especially the US, needed, another strategy was
to create a climate that was conducive to investment. Securing markets for US and other imperialists'
production is another of the bank’s objectives. Above all, the bank’s funding favored replacing foreign
exchange costs, which led to initiatives that prioritized imports and, consequently, imperialist exports.
Additionally, some of the bank's activities make it evident how it supports the west. One requirement of
Odious loans, which are loans intended for the construction of infrastructure, is that US businesses
manage them (Elsayed, 2016). As a result, most of the money returns to the United States. Many people
believe that the Washington Consensus is enough proof of the US's power and control in the World Bank
and IMF. John Williamson first used the phrase "Washington Consensus" in 1989 to describe the changes
and policy tools that the US government, World Bank, and IMF had agreed upon (Williamson 2008). A
market economy, global openness, and macroeconomic discipline were the three primary tenets of the
Washington Consensus (Serra et al., 2018). Fiscal restraint, rearranging public spending priorities, tax
reform, interest rate liberalization, a comparative exchange rate, trade liberalization, liberalization of
inward direct foreign investment, privatization, deregulation, and property rights are the ten reforms listed
by Williamson (2008). It goes without saying that the United States and other wealthy nations stand to
gain the most from these reforms, which further their interests and establish their supremacy in the
developing world. "To those in the developing world, it seemed another example of the rich old boys club
imposing their will," argues Stiglitz (2007), underlining the dominance of wealthy nations and their
policies in these institutions.

CONCLUSION AND RECOMMENDATIONS

In general, both the donor's interest and the recipient's need have a major impact on how IMF and World
Bank loans are disbursed. However, because of the donors' control in these institutions, they frequently
choose who receives what based on their own interests. As a result, some nations receive loans even when
they don't have any economic need (Harrigan et al., 2016). One of the biggest problems is the Bretton
Wood institutions' lack of transparency. The World Bank and IMF are both esoteric organizations with
limited information and materials available to the public. But according to Gartner (2013), the World
Bank has recently increased its transparency and opened itself to outside criticism more than the IMF.
According to Gerber (2014), emerging nations are conspicuously underrepresented on the highest
management and decision-making tables. In addition to being ineffectual, the World Bank's and other
purportedly western donors' systematic help contributes to the issues facing developing nations. At the
very least, we can all agree that no nation in the world has developed economically without aid. Over two
trillion US dollars have been poured into the developing globe, and Africa specifically, in the last fifty
years, according to Moyo (2019). Regretfully, this hasn't done much to reduce poverty or advance
economic progress. According to her, Africa can only progress if it stops depending on outside assistance.
She argues that by ceasing to rely on aid, Botswana, one of Africa's rare success stories, achieved 6.8%
average real per capita economic development between 1968 and 2001.

It has been observed that the World Bank and IMF work to further western interests, and their policies
harm developing nations and impede their overall progress. We contend that the moment has come for
developing nations to think about better options. To end the Bretton Woods Institutions' years of
dominance, they should create and collaborate with already-existing alternative international financial and

85



Odesanya & Alaku ..... Int. J. Innovative Devpt & Policy Studies 13 (4):80--88, 2025

development institutions. One of the options is the New Development Bank, which was founded by the
BRICS nations in 2014. This was intended to provide $50 billion in first funding (Ravallion, 2016).
Members of the New Development Bank have an equal say in managing daily operations and governing
them, in contrast to the World Bank and IMF, which operate on a "one dollar one vote" basis (World
Economic Forum 2015). The establishment of the Asian Infrastructure Investment Bank (AlIB), in
addition to the regional development banks that are already in place, could help counterbalance the
dominance of the West. Developing nations will have the opportunity to manage their own problems
instead of relying on the West thanks to these institutions. The claim that "the West is not the best" will
then probably be validated.
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